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INTRODUCTION 
 
On 13 August, 1997 Prime Minister Mr Howard announced five principles as a foundation for 
a Tax Reform Package to revitalise the Australian economy. They were that: 
 
1. there should be no overall increase in the overall tax burden; 
2. any new taxation system should involve major reductions in personal income tax 
with special regard to the taxation treatment of families; 
3. consideration should be given to a broad-based indirect tax to replace some or all of 
the existing indirect taxes; 
4.  there would be appropriate compensation for those deserving of special 
consideration; and 
5. reform of Commonwealth-State financial relations must be addressed. 
 
A year later on the 13 August 1998, the Federal Treasurer Peter Costello, on behalf of the 
Howard Government released a package of taxation reforms under the title “Tax Reform -not a 
new tax - a new tax system”(Tax Reform Package).1 The Tax Reform Package promises to 
play a central role in the coming Federal election. 
 
In 1991, a  previous federal coalition party, then in opposition, proposed tax reform which 
included a goods and services tax  (GST) accompanied by other taxation and social reforms.2 
The Coalition lost that election. The popular belief after that election was that a GST would not 
be proposed again by a political party for a considerable period of time. The Program on 
Nonprofit Corporations with the assistance of Professor Ole Gjems-Onstad of the Norwegian 
School of Management, a commentator on indirect taxation of nonprofit entities, published a 
working paper on the “Fightback!” proposal.3 This paper builds on that work which explains a 
GST’s general impact on nonprofit organisations and provides a specific analysis of its taxation 
impact upon the nonprofit sector. The paper examines the published material at the time of 
release. This, as previous experience has shown, may alter during the course of the election 
campaign. 
 
                                                 
1 “Tax Reform- not a new tax - a new tax system”, circulated by The Honourable Peter 
Costello, M.P., Treasurer of the Commonwealth of Australia, August, 1998, AGPS, it is also 
available on the Government’s Tax Reform Web site http://www.taxreform.gov.au. Note that 
the web site contains a number of industry fact sheets which supplement the information 
contained in the full hard copy version. 
2 “Fightback! Taxation and Expenditure Reform for Jobs and Growth”, The Liberal 
and National Parties, 21 November, 1991, Canberra. 
3 Ole Gjems-Onstad, “Nonprofit Organisations and Value Added (GST) Taxation”, 
Working Paper No.26, 1991, QUT Program on Nonprofit Corporations, Brisbane. 
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The Tax Reform Package 
 
The Tax Reform Package as outlined in the Prime Minister’s initial statement involves more 
than the introduction of a goods and services tax. It includes policy measures outside the 
taxation system to compensate certain sectors, for example, a first home owners’ assistance 
scheme, social security and pension reform and health insurance tax deductions are proposed. 
This paper concentrates on the effect that the taxation reforms will have on nonprofit 
organisations themselves.  A number of broad themes emerge in the examination of the Tax 
Reform Package. They are: 
 
1. The “devil is in the detail” for nonprofit entities, as crucial issues which will affect 
the viability of nonprofit organisations are left for final decision closer to the 
implementation of the package. These decisions will mean the difference between 
whether some nonprofit organisations can survive or not in their present form. Such 
matters need to be flushed out before they appear for the first time in draft legislation, 
so representations can be made to obtain the best possible outcome for the sector. 
 
2. The “compensation deal” offered to “for-profit” taxpayers is of little use to nonprofit 
organisations because they do not generally pay the indirect state and federal taxes that 
have been replaced by a GST in the trade off, nor will they participate in lower income 
tax rates. It appears that  many, but not all, nonprofit organisations will be able to get 
refunds of previous “input taxes”. It is not known if these refunds will exceed the GST 
price rises of goods and services and administrative costs. 
 
3. As the administrative costs of a GST will affect nonprofit organisations more than 
for-profit organisations, they may result not only in increased costs of doing business, 
but the loss of volunteer treasurers. The Tax Reform Package does not specifically 
address how much training and education will be provided by the Government to assist 
nonprofit organisations to grapple with the GST. 
 
4. Some nonprofit organisations will pay substantial  amounts of tax, in the form of  a 
GST and fringe benefits tax for the first time in Australian history. 
 
5. Provisions which have been used in other jurisdictions to soften the impact of a GST 
on nonprofit entities have not been adopted in this package and should be considered. 
 
 
Nonprofit organisations need to be wary of warm sentiments in Treasurers’ Press Releases that  
a government would never think of placing extra burdens on the sector and that the final 
legislation would reflect this. Consider a recent example. 
 
Immediately prior to the Federal election in November 1995, the ATO drew to the attention of 
the Labor Government certain tax avoidance strategies which enabled high wealth individuals 
to enjoy lavish lifestyles while paying little or  no tax. In February, 1996 the Labor Treasurer 
forecast changes to the taxation regime to prevent the abuse of Australian charitable trusts and 
overseas organisations to disguise benefits provided by family trusts to family members. 
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However, the Government stated, 
 
“... [T]hese are not techniques which are practised by the overwhelming majority of 
trusts operated by and for Australians. Trusts provide an appropriate structure to meet a 
range of legitimate needs as for charities, educational and non-profit organisations, 
deceased estates, a variety of family purposes, and for solicitors and other 
professionals. The Government will not interfere with these arrangements. The 
Government undertakes that the measures it will adopt will ensure that activities not 
involving tax avoidance are not adversely affected.”4  
 
On the Budget night 1996, the newly elected Coalition Treasurer in a press release about the 
same legislative proposals included not only the taxation reform of trusts, but the removal “of 
the tax exempt status for certain organisations located overseas, irrespective of whether they 
are subject to tax in their home country”.5 The Treasurer further announced that,  
 
“[T]he measure will not impact on any entity which is a resident for Australian tax 
purposes and the government would consult widely to ‘ensure that bona fide charitable 
organisations’ are not detrimentally affected”.6  
 
The first draft foreshadowed serious taxation consequences for sporting and religious bodies 
engaged in some overseas activities which were totally at odds with both of the Treasurer’s 
statements. One interpretation of the draft provisions would have a nonprofit organisation 
which received any income from an activity outside Australia losing its tax exemption for all 
its income. Even after amendments were made, neither of the Treasurers’ comforting 
statements were adhered to. The final  legislation imposed significant financial and 
administrative costs upon foundations and public funds which are now required to keep two 
sets of books for “pre and post” legislation assets and make costly investigations into the status 
of trust recipients. Methods employed by other developed nations to stop the similar taxation 
abuse and minimise the impact on bona fide charities were not used.7 
 
                                                 
4 Treasurer’s Press Release, 11 February, 1996. 
5 Treasurer’s Press Release No 74, 20 August, 1996. 
6 Id. 
7 M. McGregor-Lowndes, “Does Charity Begin and End at Home for Tax 
Exemptions?”, Working Paper No. 72, Program on Nonprofit Corporations, QUT, Brisbane, 
1997. 
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The sector should not neglect to remind politicians of the sector’s importance to Australian 
society and its economy. Recently published “work in progress” by Professor Mark Lyons and 
Susan Hocking reveals that the size and importance of Australia’s nonprofit sector has been 
grossly underestimated.8 It accounts for between 6.2-8.8% of GDP employing 6.8-8.1% of the 
workforce, four times the size of the local government sector. In the comprehensive and 
ongoing downsizing of governments and government services, the nonprofit sector is 
attempting to shoulder the burden of providing appropriate care and infrastructure for 
Australian society. There is no significant disclosure in the Tax Reform Package of economic 
modelling relating to the impact of the GST on various types of nonprofit organisations, a task 
that only Treasury can perform. There is no significant section dedicated to the issues faced by 
nonprofit organisations in the Tax Reform Package. The sector should be informed, consulted 
and compensated by the government for the Tax Reform Package alterations which affect their 
finances, if it is expected to continue this task. 
  
GST Timing 
 
As the introduction of a GST is a complex process, it will take some time. It is proposed to hold 
an election and, if the Coalition is returned, for the timetable to begin. The GST would be 
introduced a couple of months ahead of the Olympic Games in the Year 2000. At present, the 
time table is, 
 
1998  An election before the end of 1998. 
 
1999 
January Appointment of 
- a Taxation Consultative Committee to consider outstanding 
issues. Note that these are considerable and very important in 
respect to nonprofit entities. 
- a CEO Reporting Group, presumably for big business 
- a Small Business Consultative Committee for advising on how 
to deliver $ 500m of start up incentives to small business. 
The continuation of the Taxation Task Force to consult on outstanding issues 
and associated legislation. 
 
To settle Commonwealth-State issues arising out of the Tax Reform Package, a 
special Premier’s Conference will be held. 
 
 
1999 
First half GST legislation and legislation to abolish state indirect taxes 
 
Mid 1999 ATO begins registration of businesses for GST 
                                                 
8 M. Lyons & S. Hocking, “Australia’s Nonprofit Sector - some preliminary data”, 
Australian Nonprofit Data Project, UTS, Sydney, 1998. 
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May 2000 Final day for registration of GST entities 
July 2000 GST begins 
 
Jan. 2001 States’ abolition of financial institutions duty and debits tax. 
 
July 2001 Selected stamp duties removed. 
 
Note that it does not appear that there will be any explicit consultation with nonprofit 
organisations,  nor any funds set aside for nonprofit sector education and administrative 
problems.  As will be mentioned later in this paper, the nonprofit sector is at a disadvantage to 
most other sectors as regards the introduction of a GST. There is a strong case for special 
assistance. 
 
How the GST will work 
 
GST is a tax on goods and services.  
 
A seller of goods and services will be required to collect a 10% GST of  the sale price of any 
good or service. 
 
Where the buyer of such good or service sells it to another, they will be required again to 
collect 10% GST of  the sale price as well and so on until it reaches the final consumer. 
 
All buyers of goods and services who resell such goods will be entitled to claim any tax they 
have paid in the process. This is known as an input tax credit. This refund ensures that the tax is 
only levied on the value added by a taxpayer, the tax being commonly known elsewhere as a 
“value added tax”. The tax liability of each party in the chain is in proportion to the value added 
to the final price by them.  
 
While the tax is imposed at each stage, the consumer ultimately pays the tax. Customers at the 
end of the chain cannot claim an input credit. An input credit cannot be claimed for personal 
use of goods and services. 
 
There are some important qualifications to these basic concepts. 
 
Some transactions are regarded as “GST-free” (zero rated) and some are “input taxed” 
(exempt). 
 
If an item is GST-free, then all input taxes can be claimed from the ATO as a refund and no 
GST is collected from the end user. 
 
If a transaction is input taxed, then there is no GST collected, but no credit is allowed for 
previous GST paid. 
 
All for profit businesses over $50,000 in annual sales will be required to register as a GST 
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entities. All nonprofit entities over $100,000 must register. Businesses and nonprofits under 
these thresholds may register if they wish, but there is no compulsion to do so. Those that do 
not register will not collect GST nor will they be able to claim any of their input GST taxes. 
There is no need to match purchases and sales. Input taxes of an item bought in June for resale 
in December can be claimed in the purchase period. There is no need to wait for the items 
resale. 
 
 
In the above diagram, the first seller sells some soup powder  to a soup canner for 
$110, including $10 tax on the sale. 
 
The soup canner claims a credit for the  $10 tax paid on the soup powder. This makes 
the purchase effectively tax free for the soup canner. Similarly, the soup powder 
manufacturer would also claim credits for inputs to make the soup powder such as a 
stove, fruit and a pot. 
 
The soup canner charges tax of $15 when the soup is canned and sold to a takeaway 
shop, which in turn will claim a credit for that tax. When purchasing from the 
Takeaway shop, the consumer is charged $275, including tax of $25. 
 
 
Australian Taxation Office: total GST $25
Example of a GST Transaction
$100 Value added
Soup powder
$10 tax on value
$50 Value added $100 Value added
Canned soup Cup of soup
GST paid $10 GST paid $5 GST paid $10
$15 tax on value
$10 tax credit
$25 tax on value
$15 tax credit
SOUP
Selling price $110 ($100 + $10 tax) Selling price $165 ($150 + $15 tax)
$25 TAX
PAID
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In the above diagram, the first seller sells some soup powder to a soup canner for $110, 
including $10 tax on the sale. 
 
The soup canner claims a credit for the $10 tax paid on the soup powder. This makes the 
purchase effectively tax free for the soup canner. Similarly, the soup powder 
manufacturer would also claim credits for inputs to make the soup powder such as a 
stove, fruit and a pot. 
 
The soup canner charges tax of $15 when the soup is canned and sold to a Public 
Benevolent Institution (PBI)  whose core business is provision of cups of soup and this 
is not a commercial service. If the good or service is sold, then no tax will be included in 
the price to the PBI customer. The PBI is entitled to a refund of $15 for previous GST 
paid by others. If the PBI gives away the cup of soup, then it will be still entitled to the 
$15 refund from the ATO.  
 
 
 
Australian Taxation Office: total GST $0
Example of a GST-free transaction
$100 Value added
Soup powder
$10 tax on value
$50 Value added $100 Value added
Canned soup Cup of soup
GST paid $10 GST paid $5 GST credit $15
$15 tax on value
$10 tax credit
$0 tax on value
$15 tax credit
SOUP
Selling price $110 ($100 + $10 tax) Selling price $165 ($150 + $15 tax) Selling price $250
($250 + $0 tax)
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In the above diagram, the first seller sells a tap to a plumber for $110, including $10 tax 
on the sale. 
 
The plumber claims a credit for the $10 tax paid on the tap. This makes the purchase 
effectively tax free for the plumber. The tap manufacturer would also claim credits for 
inputs such as a metal, machines and washers necessary to make the tap. 
 
The plumber charges a tax of $15 when the tap is used to fix a person’s building. 
 
The building owner is “input taxed”. No tax needs to be charged on the residential 
rental of the building. The owner is NOT permitted to claim any input taxes either. 
 
 
 
Australian Taxation Office: total GST $15
Example of Input taxed transaction
$100 Value added
Tap fixture
$10 tax on value
$50 Value added $100 Value added
Plumbing Service
Part of
House
rented
GST paid $10 GST paid $5
$15 tax on value
$10 tax credit
$0 tax on value
$O tax credit
Selling price $110 ($100 + $10 tax) Selling price $165 ($150 + $15 tax) Selling price $250
($250 + $0 tax)
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GST-FREE 
 
What (not who) is GST-free? 
 
The Tax Reform Package states that the following will be GST-free: 
 
- Health and medical care; 
- Hospitals and nursing homes; 
- Medical appliances and aids; 
- Drugs and medicines; 
- Education; 
- Child care; 
- Charitable activities; and 
- Religious services.9 
 
These activities are dominated by nonprofit organisations. It is important to note that a GST is 
about taxing transactions, rather than being based on the status of the parties. The question is 
“what” is exempt, rather than “who” is exempt which is slightly different to other taxation 
exemptions that the sector is more familiar with. As this leads to some transactions undertaken 
by nonprofits being GST-free and some being liable to GST, it is necessary for the sector to 
establish exactly where these transaction boundary lines will be drawn. The Tax Reform 
Package leaves most of the technical boundary drawing to a later stage in the process, after the 
election. It will be crucial for the sector to be involved and exercise influence in this process, if 
they are to minimise the imposition of a GST upon their activities. However, there are already 
signs that the Government wishes to take a fairly tough line to minimise what is GST-free. 
 
In health, services will only be GST-free if they attract a Medicare benefit. Future alterations 
with such benefits will affect the GST-free status of such transactions. There are clear 
indications that services such as television rentals to patients will attract a GST. Medical aids 
are limited to those that are used for severe medical conditions. Perhaps an artificial limb will 
be GST-free, but not a walking stick. Drugs that are not PBS and RPBS will not qualify as 
GST-free.  
 
                                                 
9 Tax Reform Package, op cit pp 93-95. 
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In education, the definition is limited by requiring the course to be officially recognised in 
some way and leading to a qualification. It may be that students attending evening TAFE 
courses and doing “one off” subjects will be subject to a GST. The Tax Reform Package 
specifically mentions that computers and books that a school sells or leases to students will be 
taxable in the normal way. A number of private schools are in animated dialogue with the ATO 
over similar sales tax issues  and despite early successes, the ATO has hardened their attitude 
towards such exemptions in recent months. In addition, the Tax Reform Package also details 
that the food component of boarding fees, tuck shop expenditure, bus fees, uniforms, 
equipment hire and sale of goods and services for fundraising will be taxable. A GST will 
probably extend to the use of photocopiers by students, student union fees, and the use of 
sporting facilities. The hire of halls by the public for a fee may be taxed as a commercial rent. 
Sponsorships may also involve a GST where there is a “quid pro quo” or a commercial 
transaction involved. The boundary lines for “sponsorships” provide difficulties in GST 
regimes. 
 
Child care that is not government-funded such as baby sitters, play centres, holiday camps and 
sporting and craft programs will be taxable. Many  will be under the GST threshold and will 
therefor not pass on a GST. They will not be able to recoup “inputs” unless they register and 
pass on the GST. 
 
Charities, Public Benevolent Institutions, community groups and religious organisations’ 
activities which are not commercial will be GST-free. The Tax Reform Package does not make 
clear whether all those organisations which are presently tax exempt under Division 50 of the 
Income Tax Assessment Act 1997 will qualify.  It is not apparent whether sporting clubs, 
particularly those which earn their income from poker machines, will be GST-free. Religious 
items for use in private devotion will not be GST-free. Such issues require urgent clarification 
and will have a serious impact on such organisations. 
 
A matter which is not dealt with at all in the Tax Reform Package is the issue of large nonprofit 
organisations that legally are one unit, but appear to be in reality a loose grouping of many 
separate or branch organisations. For example, the large churches and religious orders usually 
have a legal structure of a property holding trust which is the legal entity for all their activities. 
These may include hospitals,  home nursing care, relief  agencies, schools, neighbourhood 
centres, congregations and investment trusts. At the other end of the scale is the business 
persons’ services club that auspices a community organisation which has no legal 
incorporation of its own. Who is responsible for the remittance of the GST?  Is it to be central 
legal entity or will individual activities be registered? Is there a choice? Can GST credits from 
one part of the organisation be offset against parts which remit the GST? What happens when 
an individual activity falls below the threshold for registration, but when aggregated with the 
other activities of the legal entity, exceeds it? Will the GST legislation that is designed to 
prevent “for profit” businesses splitting up their activities to be less than the registration 
threshold, so  avoiding GST, exclude nonprofit organisations? The issue of branches and 
activities controlled under the umbrella of a single legal entity needs to be carefully considered 
so that it causes the least amount of administration and complexity for such organisations. 
 
Registration 
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Nonprofit organisations will be required to register with the ATO if their total sales (including 
membership fees, but not donations) exceed $100,000.10 Those with total value of sales below 
$20,000,000 will account to the ATO quarterly for their GST. They will be either entitled to a 
credit or have to pay GST, depending on whether they have more input credits or more GST 
payments. If they so elect, they may do this monthly. Where  a nonprofit organisation has 
more input credits than GST to remit, then monthly reporting may be advantageous. 
                                                 
10 For for-profit entities the threshold is lower at $50,000. 
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Those organisations that have a total value of sales below $100,000 would not add any GST to 
their sales, but would also not be able to claim back any input credits. They have the status of 
being “input taxed” or “exempt” as it is known commonly in other countries. Such small 
organisations  can elect to register and be part of the GST system. It will be important to 
ensure that the $100,000 threshold is kept in line with inflation and the value of money in the 
future. 
 
Taxable Activity 
 
A taxable activity will include any supply of goods and services for a payment, whether in cash 
or kind.  It will not include: 
 
- donations and gifts; 
- wages and salaries; or 
- second hand goods sold by a private individual. 
 
Commercial sponsorships will attract a GST. For example, corporate boxes at sporting fixtures,  
payments to arts organisations in return for opera tickets or the local small business taking out 
advertising in a nonprofit’s newsletter may attract a GST. Cause related marketing where for 
profit companies paid nonprofits for use of their name or reputation in marketing a product has 
been a growth area recently, but perhaps the GST on such activities will encourage more pure 
philanthropy. 
 
When a government buys a service from a nonprofit organisation, it will be charged GST. The 
government department will then be able to claim back this input from the ATO. For example, 
if the Department of Aged Care commercially contracts with Meals on Wheels to provide 100 
meals a week to elderly persons in a particular district, the Meals on Wheels Organisation will 
be required to charge the government GST. The Government will claim back the GST in a 
refund from the ATO. Government grants will not be subject to GST.11  
 
Despite their core charitable activities being GST-free, a major issue for most nonprofits will 
be the GST that must be paid on some of their goods or services. The Tax Reform Package 
notes that, 
 
“Non-commercial supplies of goods or services by them will also be GST-free. To 
avoid unfair competition with business, the commercial activities of these bodies will 
be taxable. Memberships of registered organisations (for example, local sporting clubs) 
will be taxable, but donations (which are not payments in return for services) will not be 
taxable.”12 
and 
 
                                                 
11 http://www.taxreform.gov.au, Information Brochure entitled, “How will the GST 
apply to government services and contracting out?”, 17/8/98. 
12 Tax Reform Package, op cit at p.95. 
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“Religious items for use in private devotion will be taxable. The precise range of 
religious services that will qualify as GST-free will be finalised following a report from 
the Tax Consultative Committee.”13 
 
 
It appears clear that “charity second hand shops” run by major charities would be subject to 
GST. Their publications would attract a GST as would fundraising ventures that involved the 
sale of items (eg, sweets and chocolates, cakes that are popular school fundraisers). It is 
difficult to draw the boundary lines either now or in the future concerning what is a commercial 
activity which competes with business and what does not.  
 
For example, are all nonprofit organisations that deliver services at a fee  in competition with 
“for-profit” businesses conducting “commercial supplies of goods and services”? Where is the 
dividing line? How many “for profits” do there need to be for there to be competition? How 
wide will the market be for such an assessment? Are churches in the entertainment market?14 
The courts have leaned towards classifying sports as part of an entertainment market. Recent 
tendering of the job placement and training work of the government to both nonprofit and for 
profit organisations seems to have directly made for profits and nonprofits compete. Probably, 
the core services of these nonprofit organisations would be regarded as competing with 
for-profit organisations and so liable to full GST.  
 
There are administrative difficulties and expenses when some of a nonprofit organisation’s 
activities are commercial and others are not. For example, a nonprofit museum shop sells both 
commercially available books (probably liable to full GST) and a map of the museum exhibits 
(probably not subject to GST). But what classification  is a guide book with a map of the 
exhibits that can be taken away as a souvenir? There will be increased administrative expense 
in keeping track of what goods are GST-free and what is liable to full GST. Nonprofit 
organisations should be spared such administrative complexities. 
 
                                                 
13 Tax Reform Package, op cit, at p.95. 
14 Perhaps this is a provocative statement, but consider the activities of tele-evangelists, 
their use of television, ratings, advertising during programs and sale of goods through 
television. 
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The American experience with Unrelated Business Income Tax (UBIT) which has had to 
grapple with similar issues is not a comforting story. This tax is levied specifically on nonprofit 
organisations that have commercial activities that are unrelated to their core mission. It causes 
nonprofit organisations a deal of administrative expense because some goods are subject to the 
tax and others are not. The compliance rate is low. It also produces some strange results. For 
example, a museum which sells postcards featuring art will not be liable to tax, but a shirt with 
the same art on it in the museum shop will be taxed.15 The Tax Reform Package makes the 
point several times that a single level GST with broad application means administrative 
simplicity.  To foist a multi level system on nonprofit organisations is to cause them 
heightened administrative cost. Volunteers are not usually equipped to make such fine legal 
distinctions. 
 
As mentioned in the earlier parts of the paper, while there are millions of dollars to assist small 
business, there is no mention of the problems or assistance that should be given to the nonprofit 
sector. The nonprofit sector will have all the problems and costs of the small business sector 
and more. Extra costs arise from the fairly simple accounting systems of nonprofits because 
they do not have to concern themselves with extensive records for sales tax or income tax. This 
suits the many volunteer treasurers. The complexities of the GST paper work will mean a major 
re-skilling of the accounting staff and systems for many nonprofit organisations. Voluntary 
treasurers who have been under increasing pressure from increased accountability will resign, 
especially when the ATO starts publicising the penalties for incorrect GST returns. Small 
business is promised compensation in the form of abolition of State indirect taxes and a lower 
income tax rate to compensate for these administrative costs. Most nonprofit entities were 
exempt from such indirect taxes and income tax, so there is no similar trade off for them in 
accepting the burden of a GST. 
 
Gambling 
 
This is a surprise in the Tax Reform Package. Traditionally, gambling and lottery activities 
have not been included in any GST around the world because of the difficulties associated with 
its implementation. The Tax Reform Package places a GST on the operator’s margin. The tax 
will apply to the difference between total ticket sales or bets taken and the value of the prizes or 
winnings paid out. 
 
Many nonprofit organisations engage in charity gambling to raise income for their services. It 
could be argued that, as gambling is not a core service of these organisations and as it competes 
with business gaming (eg, hotel poker machines and lotto) it will not be GST-free. For those 
charities that are in a “charity only” gaming niche (eg, Queensland art unions) it could be 
argued that there are no commercial suppliers as there is no for profit competition allowed. It 
will depend on how the market is defined, as to whether charitable gaming is included. Is it 
defined as “art unions” or wider, as the general gambling industry? 
 
                                                 
15 B.R. Hopkins, “The Law of Tax-Exempt Organisations”, Ronald Press, John Wiley 
& Sons, 4 th edition, 1983, at p. 643-644. 
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The Tax Reform Package goes on to note, 
 
“As the States already tax gambling highly there may need to be corresponding 
reductions in State gambling taxes. This will be possible because, under the proposed 
arrangements, the States will receive the proceeds of the GST, including the GST on 
gambling.”16 
 
In an industry specific briefing paper, 
 
                                                 
16 Tax Reform Package, op cit at p. 98. 
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“Gambling is already subject to high levels of taxation by the States and Territories. 
The future of these taxes remains a matter for State and Territory governments. The 
States and Territories will receive all the revenue generated by a GST. With access to a 
secure and sustainable revenue base, States and Territories need not increase the overall 
level of taxation on gambling with the introduction of a GST.”17 
 
The nonprofit sector should have some concern about this suggestion. Firstly, the sector would 
be concerned if the tax differential between hotel and nonprofit clubs in respect of poker 
machines was altered. Secondly, certain amounts of  these State taxes are earmarked for 
community sporting funds, community benefit funds and addressing the social problems of 
gambling. Such funds are now an important source of income for nonprofit organisations and 
their abolition would be deeply felt. It is difficult to imagine how a similar scheme would work 
in a GST style arrangement as the data would have to be collected on how much GST was 
returned to the States for their gaming operations. It may have to work on a different basis, but 
in any event, the sector should closely monitor that these sources of revenue are not lost or 
diminished in the negotiations. Thirdly, if nonprofits have to pay a GST on top of State taxes 
without some adjustment, charitable art union gaming may not be viable. 
 
Initial Payment of Refund of GST by Nonprofits 
 
The introduction of a GST is often accompanied by problems associated with cash flow 
disruptions. This is compounded for GST-free entities as while they pay the GST immediately,  
they have to wait for credit payment by the taxation authorities. Such authorities are not usually 
noted for their prompt payment. A major criticism of “Fightback!” was the lack of clarity about 
how long GST-free organisations would have to wait before they received input credits. The 
Tax Reform Package addresses this by claiming that the ATO will have to have send a payment 
within 14 days or face interest on the payment. It is not stated whether the interest will be at 
Treasury rates or commercial market rates. 
 
The Tax Reform Package proposes to reform the remittance of tax by entities. This will be 
done by replacing a number of ATO returns with one return. At different times of the year, 
entities are required to account for Fringe Benefits Tax, PAYE tax, Provisional Tax causing 
considerable administration costs. The proposal is that one net payment will be made for all of 
these taxes and one net refund will also result. It will be known as PAYG (pay as you go) and 
operate quarterly. However, small entities may elect to make only an annual return, while large 
entities will have quarterly returns with a monthly GST return. The suggested threshold for 
small entities will be less than $8,000 payable in tax per year and for large entities over 
$3000,000 payable in tax per year. 
 
                                                 
17  “How will the GST apply to gambling?” Fact Sheet 230, 
http://www.taxreform.gov.au, 17 August, 1998. 
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For small nonprofit organisations whether or not they fall under the GST threshold ($100,000), 
an election to provide monthly returns may provide the least disruption to their cash flow. This 
appears on the face of it an administrative saving for nonprofit organisations in the preparation 
of such returns. It is not clear how much this will actually be worth to nonprofit organisations 
and whether it will offset the other costs nonprofit organisations, such as increased 
administration. 
  
GST TRANSITIONAL PROVISIONS 
 
There are a number of issues that will have to be addressed in the transition from the present 
taxation system to one that accommodates a GST. The Tax Reform Package suggests that the 
Tax Consultative Committee would advise it on various transitional issues. However, it has 
given an indication of several matters which may apply to nonprofit organisations. Transitional 
provisions will be an important aspect in respect to long term contracts spanning the 
implementation date and the initial payment of GST and credits. 
 
Contracts That Span the Implementation Date 
 
Contracts and agreements that span the date of implementation of the GST may cause a 
problem.  The Tax Reform Package notes that,  “... [T]he general principle will be that GST 
applies to all goods delivered and all services performed after the implementation date.”18 
 
Clarification is needed on this issue, the examples below illustrate some of the issues,  
 
1. A nonprofit organisation provides roadside assistance for it motorist members. Assume 
it is a commercial service.  Members pay an annual fee. It is paid six months before the 
introduction of the GST. What GST is payable on - half the annual fee? If so how does 
the organisation pass this amount on to the final consumer when it has already been 
paid? What happens to a life membership which is a large once and for all lump sum 
payment? 
 
2. A nonprofit organisation provides roadside assistance for its motorist members. 
Assume it is a commercial service. Members pay an annual fee six months before the 
introduction and $10 a call out thereafter. Is GST payable just on the call out fee or as a 
percentage of the annual fee as well? 
 
3. A nonprofit organisation has entered into a 20 year service agreement with the 
government to provide residential care at a fixed unit cost which is adjusted every year  
according to a Consumer Price Index Formula. As residential care tender was contested 
by nonprofit, for-profit and government agencies, it is thus a commercial contract with 
GST applying. The adjustment formula does not include any alteration for GST rises in 
costs and it cannot pass on the increase to clients. Does the organisation have to wear 
the GST itself? 
                                                 
18 Tax Reform Package, op cit at p. 99. 
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HOW DOES THIS COMPARE WITH PRESENT PBI SALES TAX EXEMPTIONS? 
 
A range of nonprofit organisations, particularly PBIs are exempt from paying sales tax on 
goods for use and not resale. Sales Tax will be largely abolished when the GST is introduced.19 
What will be the possible differences between the present sales tax regime and the GST? 
Again, the Tax Reform Package lacks enough detail to be very accurate and the following 
analysis should be read with that caveat. 
 
Taxation Ruling ST(NS)3002 states, 
 
“3.33      Examples of goods which may be exempt when purchased by a relevant 
institution (or auxiliary) for use by the institution (even though they may also be used 
by or given to another) include: 
 
(a) buttons and badges purchased for use in 
    connection with appeals for funds. (This is 
    on the basis that these items are not sold 
    when given to contributors, being merely 
    tokens given in acknowledgement of 
    contributions made. This would not apply to 
    the sale of, for example, ball point pens in 
    return for donations, as the pens are more 
    than mere tokens); 
 
(b) cards for display in shops, art union 
    tickets, and admission tickets for benefit 
    picture shows and other social functions 
    purchased by an institution for issue to the 
    public; 
 
(c) goods such as kitchen utensils supplied 
    by an institution to beneficiaries by means 
    of orders on retailers with payment direct 
    from the institution to the retailer; 
 
(d) goods purchased by an institution for 
    disposal as a prize in a raffle conducted on 
    behalf of the institution; 
 
(e) teletext decoding devices for hire by a 
    public benevolent institution to eligible 
    hearing impaired persons; and 
                                                 
19 Sales tax will continue in the transitional arrangements, for example on luxury cars. 
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(f) goods which are incorporated into 
    buildings or other works with the property 
    passing to the exempt body for its use.” 
 
Will the GST still provide exemptions for these transactions? 
 
1. If an organisation is GST-free and it is not a “commercial transaction”, then the organisation 
will not pass on any GST and will be able to recover all previous input taxes as a refund from 
the ATO. This feature is not part of the present sales tax system. Nonprofit organisations could 
benefit from this feature provided that there are not extra administrative costs or price rises and 
commercial transaction definition is sensible. 
 
2. Buttons and badges which are not sold should be GST-free. 
 
3. - Cards will probably be a commercial activity if sold to the public. 
- Art Unions’ tickets will not be subject to a GST, but it appears that the charity 
 operator’s margin will be subject to a GST. 
- Tickets to special events such as picture shows may be subject to a GST, as they 
 compete with business and may be regarded as commercial. 
 
4. Goods supplied to an institution’s beneficiaries should remain GST-free, provided it is 
within an organisation’s core mission. 
 
5. Whether goods bought as a raffle prize attract a GST.. Again, this depends on the definition 
of “commercial” activity. If it is regarded as a commercial activity, it will be subject to GST. 
 
6. Teletext decoding devices for hire by a PBI to eligible hearing impaired persons. Again this 
illustrates the difficulties in determining “boundary lines”. The Tax Reform Package notes that 
televisions hired by hospitals to patients will be subject to a GST as will books and computers 
supplied to students. Perhaps the correct classification would be a medical aid used for a severe 
medical condition. It becomes less clear when “talking books” are involved. 
 
7. Goods incorporated into buildings used by PBIs are sales tax exempt and buildings used by 
PBIs would be GST-free. 
 
In the above comparison the crucial issue is what will be regarded as “commercial” activity, 
especially in relation to fundraising. 
 
The other significant difference with a GST is that it will be not only on goods, but on services 
as well. 
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OTHER NONPROFIT GST FEATURES THAT SHOULD BE CONSIDERED 
 
The Tax Reform Package has not made mention of a number of provisions that have been used 
in other GST regimes to assist nonprofit organisations to cope with the introduction of a GST.  
These should be brought to the attention of government for their consideration. They will not 
necessarily seriously affect the overall efficiency of the GST, but will provide nonprofit 
organisations some relief, especially from the unintended consequences of a GST. 
 
- Charitable gaming should be exempt from the GST. 
- Where there are amateur performances (say, 90% of performers, competitors or sports 
persons are amateur), then any ticket sales should be GST-free. 
- There should be similar provisions where volunteers sell goods (eg a school tuckshop) 
or in fundraising where 90% of staff are volunteers. 
- Where there are recreational or other programs for children less than 14 years, or for 
individuals who are mentally, physically disabled or underprivileged and fees are 
charged, such fees should be GST-free. 
- In the UK, they permit fundraising events such as gala balls, theatre opening nights 
and concerts and other such special events to be zero rated (GST-free). 
- In the UK, sales of charity second hand shops are zero rated (GST-free) when all 
profits go to a charity. 
- In the UK, charities can treat advertising by businesses in their publications zero rated 
(GST-free) provided that 50% of the total number of advertisements in the publication 
are from private individuals. 
-In the UK, if a company sponsor is simply acknowledged, it is outside GST, but is 
subject to a GST if the company sponsor receives some other benefit. 
- In the UK, membership is zero rated (GST-free) if all the member receives is the right 
to vote and receive annual reports. If the membership involves other benefits such as 
free magazines, free advice or services, then it will be subject to GST. 
-In the UK, payments received by the use of affinity cards from Banks are not subject to 
GST. 
- Membership fees to nonprofit organisations should be GST-free if they do not provide 
significant direct financial gain to individual members. Example would be student 
unions or a community association such as a progress association or an employee social 
club. In Canada, union dues are even exempt under this category. 
- In Canada, sponsorships of nonprofit organisations by commercial businesses do not 
attract a GST as long as it is not made “primarily for direct advertising”. If the 
advertising is the most important reason behind the money given to a nonprofit entity, 
and it is more important than all the other reasons combined, then a GST may apply to 
the payment for the advertising service. This would assist arts and cultural 
organisations who rely on such sponsorships. 
- A special “Quick Payment” method for small nonprofits should be considered. It 
would work on a simple formula without the need to keep extensive records and keep 
track of the end uses of their purchases. This would eliminate most of the administrative 
burden facing nonprofit organisations to claim inputs or the cost of being unable to 
claim inputs if they fall under the threshold and choose not to register for GST. Since 
this has worked well in Canada, it should be seriously considered in Australia. 
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OTHER TAX REFORMS PROPOSED 
 
As has been indicated earlier in this paper, a GST is only one part of the Tax Reform Package. 
The government has taken the opportunity to announce a number of reforms that have been 
forecast for a while by astute observers. They appear to be mostly ATO driven in the case of 
nonprofit organisations. Some of the reforms, such as Sales Tax exemptions and Fringe 
Benefits Tax exemptions were canvassed in the Industry Commission Inquiry into Charities 
which was completed in 1995. In 1997, the Prime Minister stated that the government wished 
to assure the sector that his government would not implement the Commission’s 
recommendations.20 
 
The reforms which will affect nonprofit organisations are: 
 
- registration of trusts and exempt organisations; 
- tax credit reimbursement for tax already paid on trust disbursements; 
- major alterations to the exemption or rebate for fringe benefits (salary packaging); 
- user pays for ATO rulings; and 
- standard deductions for simple taxpayers possibly diminishing charitable donation 
deductions. 
 
These are discussed below in some detail. 
 
TRUSTS 
 
As part of the Tax Reform Package, the government is planning a reform of the taxation of 
trusts.  This is to overcome certain problems associated with an inconsistent taxation 
treatment of business entities and the investments they conduct. It is proposed to tax trusts in a 
way similar to  companies. 
 
                                                 
20 Prime Minister, John Howard, Press Release, “Enhancing Business and Community 
Sector Partnerships”, Canberra, 19 November, 1997. 
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This will result in trust distributions to charitable funds and organisations being made from 
post-tax income which is, income from which tax has already been deducted. It is proposed that 
certain nonprofit organisation in receipt of such income would be able to claim a refund of this 
tax that had already been paid before it came into their hands. This is because they do not pay  
income tax against which a tax credit could be set off. They will be able to claim a refund of 
such tax paid from the ATO. The Tax Package suggests that, “In order not to penalise genuine 
charities, provisions would only be included in law to establish a registration process for such 
organisations. Only those organisations listed on the register would be tax exempt or able to 
qualify for gift deductibility.”21 While it is not clear, it appears that there is a suggestion that 
such organisations will be registered by the ATO. It is not apparent what the basis of this 
registration will be or the qualifications necessary. 
 
This arrangement seems to address similar concerns of the Industry Commission with dividend 
imputation credits involving companies.22 It may provide the basis for the sector to argue that 
the proposed scheme in relation to trust imputation should also be extended to franked 
company dividends. 
 
ATO REFORMS 
 
There are a number of reforms to the ATO and its procedures that the nonprofit sector should 
bear in mind. The ruling system will be extended and in simple matters oral advice will be 
binding on the ATO. It will be interesting to ponder how one produces evidence to satisfy a 
court as to what exactly oral advice was given. 
 
At present, the ruling system is provided free of charge. The Tax Reform Package suggests that 
there will be an examination of user pay fees in complex rulings. Such fees have a habit of 
creeping down the scale fairly quickly. Nonprofits account for a large number of ruling 
requests to the ATO in respect of their charitable status or for PBI classification. It is not the 
nonprofit sector’s fault that they have to operate under such difficult taxation exemption 
conceptions. A watching brief should be kept to ensure that fees are not imposed on the sector 
for such services. 
 
The second issue which was leaked in the months prior to the Tax Reform Package being 
presented was the abolition of income tax returns for the large number of small taxpayers in 
return for a standard deduction and no filing of a return at all. The argument is that the cost of 
the taxpayer’s preparation of the return and the costs of the ATO in processing the return are 
such as to outweigh the revenue collected or deductions gained in such a exercise. Although 
not mentioned in the Tax Reform Package, organisations that are donation deductible should 
be wary of such proposals, because it may be that charitable donations are standardised as well. 
Where this has been done in the United States and Canada, it has resulted in a drop in charitable 
donations. In the 1995-96 tax year, 38 million dollars was claimed as a gift deduction by those 
                                                 
21 Tax Reform Package, op cit p114-115. 
22 Industry Commission, op cit at p 317-318. 
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with less than $15,000 taxable income.23 There is the potential for such an amount of gifts to 
decrease if the taxation deduction is taken away from such persons. The Tax Reform Package 
suggests that options for simplifying tax returns should be explored in the future. 
 
                                                 
23 McGregor-Lowndes & Mc Donald, “Who claims Gifts as a Tax Deduction? An 
Examination of the Tax Deductible Gift Statistics”, Working Paper No. 80, QUT Program on 
Nonprofit Corporations, 1998., Brisbane 
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SALARY SACRIFICE AND FRINGE BENEFITS 
 
It should come as no surprise to the nonprofit sector that the government has chosen to curtail  
salary sacrificing. The Industry Commission in 1995 noted that, 
 
“The FBT exemption provides an opportunity which, if fully used by CSWOs, could 
discredit the sector. The exemption could be seen to be a form of tax minimisation.”24 
 
The ATO has been concerned for some time about the abuse of fringe benefits tax exemptions 
as shown by its press releases,25 audits26 and policy revisions.27 A recent audit of all sixteen 
AFL clubs revealed non-compliance by every club with fringe benefits procedures. The ATO 
collected $2 million in penalty taxes from the clubs and established an on-going 
investigation.28 The Federal Parliament has had a number of inquiries29 which have revealed 
fringe benefits rorts from the sector costing the revenue at least $200 million a year.30 High 
income earners such as medical specialist employed by public hospitals have been sacrificing 
so much of their salaries that they are entitled to social security benefits, family allowances and 
are under the threshold or can reduce their liability for the Medicare surcharge, Superannuation 
Contribution Surcharge and Child Support liabilities. 
 
                                                 
24 Industry Commission, “Charitable Organisations in Australia”, Report No. 45, 16 
June, 1995, AGPS, Melbourne,  p. 301 
25 “Taxman attacks Salary Perks”, The Australian, 27 February, 1998, p.1; “Charities 
Accused Over Tax schemes”, The Courier Mail, 28 February, 1998, p.1; “ATO Launches 
Inquiry into Salary Packaging”, 27 February, 1998, p.3. 
26 “Tax Office Winds Up Audit of AFL Clubs”, The Weekend Australian, 1 March, 
1998, p.68; “Tax Office and AFL Team Up”, ATO, Nat 98/51, 5 August, 1998. 
27 National Taxation Liaison Group - FBT Sub Committee Minutes, 12 March 1998 at 
agenda item 3. 
28 “Tax Office and AFL Team Up”, ATO, Nat 98/51, 5 August, 1998. 
29 Senate Economics Legislation Committee, Hansard, 18 August, 1997 at p.57. 
30 Industry Commission, op cit, at p.302. 
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The final straw came when State governments started to announced that all their employees 
could salary sacrifice and this would be part of enterprise bargaining agreements. 31 For 
example, in about July as part of negotiations for pay rises for teachers, both Queensland and 
New South Wales Governments announced that teachers would be able to take their salaries 
through salary sacrifice. The New South Wales government announced that teachers would be 
able to sacrifice up to 50% of their salaries. If a teacher earning about $50,000 did this, then 
they would save $4,700 in tax.32 The drain on the revenue through such schemes has quickly 
escalated into a full scale assault on the taxation base and it is suggested that neither political 
party can afford to let such activities go unchecked. 
 
All employers will be required for the 1999-2000 FBT year of income to disclose the 
grossed-up taxable value  of any fringe benefits over $1,000 on an employee’s group 
certificate. These fringe benefits that are presently exempt will also be taken into account in an 
employee’s entitlement to certain income-tested benefits such as the family allowance, but not 
for income tax purposes. 
 
The proposed  alteration that will seriously affect nonprofit entities concerns the FBT exempt 
or FBT rebate that certain organisations enjoy. At present, there are two types of FBT 
concessions for nonprofit entities, a full exemption and a rebate. Nonprofit entities that are, 
 
- Public Benevolent Institutions (PBI),33 
- religious organisations providing religious practitioner’s benefits principally because 
of their pastoral duties or other duties relating to the practice, study, teaching or 
propagation of religious beliefs,34 
- live in residential care workers of elderly or disadvantaged persons,35 and  
- public government owned hospitals that are regarded as PBIs, 36  
 
                                                 
31 “Cars, PCS figure in pay deal”, The Courier Mail, 25 May, 1998, p.1. 
32 New South Wales Minister for Education and Training News Release, 28 July, 1998. 
33 Section 57A Fringe Benefits Tax Assessment Act 1986. 
34 Section 57 Fringe Benefits Tax Assessment Act 1986. 
35 Section 58 Fringe Benefits Tax Assessment Act 1986. 
36Section 57A(2) Fringe Benefits Tax Assessment Act 1986. 
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are fully exempt. Not all nonprofit entities are PBI, and not even all charities are PBIs. A PBI is 
a nonprofit organisation that has as its main purpose the relief of poverty, distress, suffering, 
sickness, misfortune, destitution or helplessness. The definition can have some hard 
boundaries. For example, marriage guidance organisations and ACOSS are not classified as 
PBIs.37 PBIs are not required to pay any FBT on fringe benefits provided to their employees 
and neither are their employees. There is no cap and 100% of an employee’s salary could be 
sacrificed. In many instances, the exemption’s benefits have been split between the nonprofit 
organisation and the employee. This allows the nonprofit organisation to fund increased  
salaries to employees through this exemption. 
 
The second category are nonprofit organisations that may claim a rebate from the ATO. They 
include: 
 
- a religious institution 
- a nonprofit scientific institution 
- a scientific, charitable or public educational institution 
- a hospital other than a government hospital 
- a trade union 
- an association of employers 
- a nonprofit musical, art, science or literature club, 
- a nonprofit animal racing club, 
- a nonprofit community services club 
- a nonprofit association promoting the development of aviation or tourism, and 
- a nonprofit association promoting the development of agricultural, pastoral, 
horticultural, viticultural, manufacturing or industrial resources of Australia.38 
 
The rebate that the organisation is entitled to is worked out using the formula, 
 
0.48 x gross tax x the number of days that the employer was a rebateable employer 
(usually the whole year).  
 
‘Gross tax” means the amount of FBT payable had the rebate not applied to the employer. 
 
These exemptions and rebates were combined with such organisation’s ability to purchase  
fringe benefits such as luxury cars sales tax exempt (45% for cars over about $54,000) and then 
pass them on to employees as fringe benefits. This was a very substantial windfall for 
employees and a consequential loss to the taxation base. 
 
                                                 
37 Marriage Guidance Councils can have funds which are tax deductible, but the 
organisations themselves are not classed as a Public Benevolent Institutions because of the case 
of Marriage Guidance Council of Victoria v Commissioner of Pay-roll Tax (Vic).88ATC 2,080 
and the ACOSS because of the case ACOSS v Commissioner of Pay-roll Tax (NSW) 85 ATC 
4,235. 
38 Section 65J, Fringe Benefits Tax Assessment Act 1986. 
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The Tax Reform Package proposes 
 
“stopping overuse of the concessional FBT treatment of public benevolent institutions 
and certain other not-for-profit organisations. This will be done by limiting, for each 
employee, the value of the fringe benefits eligible for concessional treatment to 
$17,000 of grossed-up taxable value per employee of such organisations (equivalent , 
in broad terms, to the grossed-up value of an average 6 cylinder car and some additional 
minor benefits). Any amount above this time will be subject to the normal FBT 
treatment.”39 
 
                                                 
39 Tax Reform Package, op. cit., at p. 50. 
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It is proposed that this will come into effect from the 2000-2001 FBT year.  The Australian 
Labor Party in their election policy statement adopted this policy exactly.40 
 
For some considerable time the nonprofit sector has asked the ATO and government what it 
regarded as reasonable limits on salary sacrifice. Many regarded 30% of salary as a benchmark. 
It appears that anything more than a six cylinder is “overuse”. 
 
This has the potential to cause nonprofit entities and their employees, particularly senior 
employees and heavily fringe benefited organisations, a deal of trouble.  
 
It is not clear what “certain other not-for-profit organisations” means  in the Tax Reform 
Package. In an information sheet available on the Internet page (but nowhere mentioned in the 
full hard copy available at the AGPS) it notes that, 
 
“Fringe benefits provided by religious institutions to religious practitioners will not be 
affected by the measure.”41 
 
It is not clear what other bodies apart from PBIs will be subject to the new FBT arrangements 
and no doubt this information will be eagerly sort by nonprofit organisations. 
 
The actual ungrossed-up salary on $17,000 is $8,755. 42  
 
The value of a  car for $17,000 grossed up would be a value of $33,673, provided that 15,000 
or less kilometres a year were travelled.43  
 
In other words, any ungrossed fringe benefit over $8,755 will attract a fringe benefit tax of  
48.5% x 1.9417 payable by the nonprofit organisation. 
 
The reason why grossing up is allowed is to enable a taxpayer to claim the fringe benefit tax as 
an expense of business. However, if a PBI is exempt from income tax, there is no income to 
offset this expense. There would be no justification to gross up. Clarification is required on this 
point. 
 
It is not clear what will happen to the rebate some nonprofit organisations enjoyed under s 65J 
Fringe Benefits Tax Assessment Act 1986. Will this rebate be extended to PBIs or be abolished 
for all nonprofit organisations? Again this requires urgent clarification. 
 
                                                 
40 ALP, “A Fairer Tax System”, p 60, http://www.alp.org.au 
41 http://www.taxreform.gov.au, Fact Sheet No. 151 entitled “How will reforms to FBT 
improve fairness?”, 17/8/98. 
42 $17,000 = Y x 1.9417 where Y is the ungrossed amount. 
43 (33,673 x 0.26) x 1.9417 =$17,000. 
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A general example shows some simple differences, 
Jack is a single male (no health insurance) employed by a PBI which is exempt from 
FBT. 
Jack has a gross salary of $75,000 and would ordinarily pay $25,852 in PAYE tax and 
$1,875 in Medicare levies.44 
 
He salary sacrifices 30% or $ 22,500 of his salary. The fringe benefit is an expense 
payment (for example, a mortgage payment or school fees).45 
 
His taxable income is $52,500 of which about $15, 277   would be deducted as PAYE 
tax and $1312.50  in Medicare levy, a saving of $11,187.50. 
 
Under the proposed Tax Reform Package scheme the nonprofit employer has the first 
$17,000 of grossed up FBT without any FBT and will pay a fringe benefit tax of  
48.5% x 1.9417 on the remainder. In the above example, the Jack’s PBI employer 
would pay $12,944 extra in FBT.46 
 
The options are: 
 
1. The organisation does nothing and pays FBT on the excess fringe benefit, $12,944. 
2. The organisation reorganises the salary package of the staff so that they do not 
exceed the FBT limit. Thereby, the organisation does not have any increased costs, but 
the employee pays more PAYE tax and Medicare Levy, that is,  $2,722.50 more tax.47 
They are still $8,415 better off than if they took all of their salary as wages.48 
3. The organisation reorganises its salary package of the staff so that they do not exceed 
the FBT limit and increases the staff’s salary  to make up the lost taxation benefit. 
 
Where the $17,000 cap is presently exceeded, either the organisation or the staff member is 
going to have to pay more tax. For those employees under an award or long term service 
contract, this may mean a long and difficult period of re-negotiation of remuneration 
agreements. 
 
                                                 
44 Medicare levy is 2.5% over $50,000, provided the taxpayer does not have private 
health care insurance. 
45 Cars and other fringe benefits will have different valuation methods. 
46 (22,500 - 8755) x 1.9417 x .485 = 12,944 - [ the salary sacrificed less the ungrossed 
upper amount of the fringe benefit multiplied by the grossing up factor by the fringe benefits 
tax rate.] 
47 Paye Tax is $17,862 plus 2.5% Medicare levy $1,450 =  a total of $19,312 tax 
payable. 
48 $27,727 - $19,312 = $8,415. 
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The nonprofit sector lobbied government very effectively during and after the Industry 
Commission Inquiry which made an adverse finding about FBT exemption by nonprofit 
organisations. On the tabling of the report in Federal Parliament before the last election, the 
then government and opposition promised not to introduce the Industry Commission FBT 
reforms. Further pressure on Prime Minister Howard in 1997 prompted a press release which 
reaffirmed that the Industry Commission reforms would not be implemented.49 
 
If  the alterations to FBT exemption ever become law, it will be important to ensure that there 
is some mechanism for reviewing the amount of the FBT exemption cap, $17,000, to keep it  
in line with inflation. Otherwise,  it will diminish in value over the years, until it finally 
becomes irrelevant and is abolished. 
 
CONCLUSION 
 
The Tax Reform Package contains a number of proposals which will affect the financial health 
of nonprofit organisations. Therefor, the sector must ensure that before the GST is finally 
enacted, if it ever is, that they have all their exemptions in place. As Professor Ole Gjems- 
Onstad has pointed out in his paper, history has shown it is almost impossible to widen the 
exemptions once a GST is in place.50  The Government should arrange for a consultative 
committee to be dedicated to the nonprofit sector’s concerns with the GST, and most 
importantly small community organisations.  
 
Given that the sector is in a worst position than small business, it should seek a good slice of 
government assistance for their GST training, education and administrative implementation. 
Special attention should be paid to assisting voluntary treasurers in order to retain their 
valuable services to the sector. 
 
It is likely that the self interest of nonprofit organisations and their senior executives will lobby 
heavily on the issue of fringe benefits. My assessment is that “the horse has already bolted” 
after the nonprofit sector failed as a sector to take a comprehensive line on the appropriate 
conduct in relation to fringe benefits. Some sector peaks to their credit tried to lead by example, 
but this proved not enough in the end for a sector without a “peak of peaks” to represent its 
interests as a sector. Given the pressures on organisations to find greater salaries for skilled 
staff needed in a tendering out environment and reduced government funding, it is not 
surprising that matters got out of hand. The role of the State governments in extracting the most 
out of salary packaging in their hospitals and then moving to extend it to all their employees 
should not be overlooked. My assessment is that both sides of politics  will wish to reform 
fringe benefits exemptions, whatever the outcome of the election. 
 
                                                 
49 Prime Minister, John Howard, Press Release, “Enhancing Business and Community 
Sector Partnerships”, Canberra, 19 November, 1997. 
50 O Gjems-Onstad, op cit. 
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In a new tax system which focuses on the nature of transactions, not the status of the parties 
transacting, the imposition of GST on commercial transactions of nonprofit organisations is not 
entirely unexpected. The associated administrative costs of such distinctions will be 
significant. The sector should be on guard to protect their commercial activities from being 
subject to income tax, as the same GST logic about unfair competition with business can easily 
be applied to income tax. The Government has also failed to consider common sense 
provisions to ease the administrative burden on nonprofit organisations and particular attention 
should be paid to the Canadian initiatives in this respect. 
 
 
